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HBOC Capital Markets, LLC
Financial Statements
December 31, 2005




Mendus & Associates, P.C.

CERTIFIED PUBLIC ACCOUNTANTS
107 Archibald
P.O. Box 32107
KANSAS CITY, MISSCURI 64171- 5107
VOICE (816) 756-1980 FACSIMILIE (816) 756-1842

Independent Auditor's Report

HBOC Capital Markets, LLC

Two Pershing Square, Suite 900
2300 Main Street

Kansas City, MO 64108

We have audited the accompanying statement of financial condition
of HBOC Capiteal Markets, LLC, as of December 31, 2005, and the
related statements of operations, changes in members' equity,
changes in liagbilities subordinated to claims of general
creditors and cash flows for the year then ended that you are
filing pursuant to rule 1l7a-5 under the Securities Exchange Act
of 1934. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion
on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards
generally accepted in the United States of America. Those
standards regquire that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the Company’s internal control over
financial reporting. Accordingly, we express no such opinion. An
audit also includes examining, cn a test basis, evidence
supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and
significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above
present fairly, in all material respects, the consolidated
financial position of HBOC Capital Markets, LLC, at December 31,
2005, and the results of its’ operations and cash flows for the
year then ended in conformity with accounting principles
generally accepted in the United States of America.
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Our audit was conducted for the purpose of forming an opinion on
the basic financial statements taken as a whole. The information
contained in the Computation of Net Capital Under Rule 15c¢3-1 of
the Securities and Exchange Commission is presented for purposes
of additional analysis and is not a required part of the basic
financial statements, but is supplementary information required
by rule 17a-5 under the Securities Exchange Act of 1934. Such
information has been subjected to the auditing procedures applied
in the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to
the basic financial statements taken as a whole.

Whoed # Lasstectis, P C.

Mendus & Associates, P.C.

February 28, 2006



HBOC Capital Markets, LLC
Statement of Financial Condition
December 31, 2005

ASSETS

Cash in bank

Cash deposit at NASD
Account receivable
Securities Owned:

Units of Privee, LLC
Units of Total Transportation Services, LLC

Total Assets

LIABILITIES & MEMBERS' EQUITY

Liabilities:
Accounts payable
Due to former member
Total Liabilities

Members' Equity

Total Liabilities & Members' Equity

The accompanying notes are an
integral part cof this statement
_3_.

16,055
95

10,000

249,978

276,128

2,637
3,707

6,344

269,784

276,128




HBOC Capital Markets, LLC
Statement of Operations
December 31, 2005

Revenue:

Fees ' $ 492,750

Billing adjustment (47,750)

Net Revenue $ 445,000
Expense:

QOutside services S 474,196

Member salaries 320,000

Member SEP contributions 80,000

Legal and acccunting 26,086

Travel 22,007

Payroll taxes 16,461

Rent 7,208

Regulatory expense 5,282

Telephone 1,164

Other 2,283 954,697
Net Income (Loss) from Operations $ (509,697)
Other Income: Interest . 236
Net Income (Loss) S (509,461)

The accompanying notes are an
integral part of this statement
_4_



HBOC Capital Markets, LLC
Statement of Changes in Members' Equity

December 31,

Balance at December 31, 2004
Net Income (Loss)
Contribution from member
Distributions to members

Balance at December 31, 2005

2005

$ 1,231,245

{509,461)
48,000

(500,000)

$

269,784

The accompanying notes are an
integral part of this statement

-5~



HBOC Capital Markets, LLC
Statement of Changes in Liabilities Subordinated
to Claims of General Creditors
December 31, 2005

Balance at December 31, 2004 $
Increases
Decreases
Balance at December 31, 2005 3

The accompanying notes are an
integral part of this statement
_6_



HBOC Capital Markets, LLC
Statement of Cash Flows
December 31, 2005

Cash Flows from Operating Activities:
Net Income (Loss) ’ $
{Increase) Decrease in Operating Assets:
Cash deposit at NASD
Accounts receivable
Interest receivable
Increase (Decrease) 1n Operating Liabilities:
Accounts payable
Due to member
Accrued SEP contribution

(509,461)

1,635
1,193,303
236

{32,585)
3,707
{20,000)

Net Cash Provided by Operating Activities S

636,835

Cash Flows from Investing Activities:
Purchase of units in Privee, LLC

({249,978)

Net Cash Provided (Used) by Investing Activities $

(249,978)

Cash Flows from Financing Activities:
Contributicn from member
Distributions to members

48,000

Net Cash Provided (Used) by Financing Activities $

{500,000)

(452,000)

Increase (Decrease) in Cash

Cash at Beginning of the Year

(65,143)

81,198

Cash at Ending of the Year $

16,055

Supplementary Disclosures:
Interest paid in cash
Income tax paid in cash

Jo

The accompanying notes are an
integral part of this statement
_7_




HBOC Capital Markets, LLC
Notes to the Financial Statements
December 31, 2005

Note A: Nature of the Business

‘The Company 1s an investment banking, strategy consulting and
money management business formed in 2004 and headgquartered in
Kansas City, Missouri. The Company was formerly named OLC Capital
Markets, LLC, but changed its’ name effective December 31, 2005.
The Company formerly had two members, but effective at close of
business December 31, 2005, has only one member. The Company has
elected to be taxed as an S corporation under the Internal
Revenue Code. The Company 1s a brcker-dealer registered with the
Securities and Exchange Commission. The Company derives its’
income primarily from investment banking and consulting fees.

Note B: Significant Accounting Policies
Cash: Cash consists of demand deposits.

Account Receivable: The account receivable is a trade account
receivable. No allowance is made for bad debts because there have
been no bad debts and none are anticipated.

Financial Instruments and Other Comprehensive Income: The Company
-did not engage in either direct or indirect investments in
derivative financial instruments during the fiscal year. There
are no items cf other comprehensive income.

Use of Estimates: The preparation of financial statements in
conformity with accounting principles generally accepted in the
United States of America requires management tc make estimates
that affect the amounts reported in the financial statements and
the accompanying notes. Actual results can differ from those
estimates. The primary estimate in these financial statements
relates to the valuation of the account receivable.

Securities Owned: The securities owned are private placements
units of limited liability companies and are not readily
marketable. It is not practicable to estimate the fair market
value of these securities because they have nc¢ market. The
securities are therefore accounted for by the cost method.

Federal Income Taxes: The Company does not record income tax
expense because pursuant to the Internal Revenue Code, the
mempbers take their propcrtionate share of income or loss into
account on their personal income tax returns.



HBOC Capital Markets, LLC
Notes to the Financial Statements
December 31, 2005

Note C: Billing Adjustment
The billing adjustment was an agreed adjustment with a client.

Note D: Cost Method Investments

The aggregate carrying amount of all cost method investments is
equal to the carrying value of the securities owned. The Company
does not believe that the securities are impaired. The Company
has not identified any events or circumstances that may have a
significant adverse effect on the fair value of the investments.

Note E: Related Party Transactions

Besides the amount due to the former member, member salaries,
member SEP contributions and member contributions and
distributions shown in the financial statements, the Company paid
fees to an entity controlled by a member in the amount of
$472,750, and reimbursed or will reimburse various expenses to
entities controlled by members in the amount of $22,314. The
expense reimbursements include the $3,707 shown as “Due to former
member.”

Note F: Pension Plan

The Company maintained a Simplified Employee Pension plan (a SEP)
on behalf of its’ emplcoyees and made the contribution indicated
in the Statement of Operations.

Note G: Subsequent Events & Distributions to Former Member

Subsequent to the end of the fiscal year, the Company is
arranging to distribute the securities owned to the member and
the former member. The Company has agreed to distribute the
former member’s share of the equity of the Company, exclusive of
the securities owned and the account receivable, to the former
member. That agreed distributicn is $4,903.

Subject to the collection of the account receivable, the Company
may be obligated to distribute one-half of any cash received to
the former member. The billing adjustment mentioned in Note C
related to this same account receiwvable. If any of the billing
adjustment is recovered, the Company may be obligated to
distribute one-half of any cash received to the former member.
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HBOC Capital Markets, LLC

Computation of Net Capital Under Rule 15c3-1 of the

Securities and Exchange Commission
December 31, 2005

Total Members' Equity $ 269,784
Deductions:

Cash deposit at NASD (395)

Account receivable {10,000)

Securities not readily marketable {249,978)
Net Capital S 9,711
Aggregate Indebtedness:

Items included in statement of financial condition:

Accounts payable S 2,637

Due to former member 3,707
Total Aggregate Indebtedness S 6,344
Computation of Basic Net Capital Requirement:

Minimum net capital required - company $ 5,000
Excess Net Capital at 1,500 percent $ 4,711
Excess Net Capital at 1,000 percent S 4,711
Ratio: Aggregate Indebtedness to Net Capital .65/1

See Accountants' Report
-11-



Mendus & Associates, P.C.

CERTIFIED PUBLIC ACCOUNTANTS
107 Archibaid
P.O. Box 32107
KANSAS CITY, MISSOURI  64171- 5107
VOICE (816) 756-1980 FACSIMILIE (816) 756-1842

HBOC Capital Markets, LLC

Two Pershing Square, Suite 900
2300 Main Street

Kansas City, MO 64108

In planning and performing our audit of the financial statements and
supplemental schedule of HBOC Capital Markets, LLC, (the Company), for
the year ended December 31, 2005, we considered its internal control,
including control activities for safeguarding securities, in order to
determine our auditing procedures for the purpose of expressing our
opinion on the consolidated financial statements and not to provide
assurance on internal control.

Alsoc, as required by rule 17a-5(g){l) of the Securities and Exchange
Commission (SEC), we have made a study of the practices and procedures
followed by the Company including tests of such practices and
procedures that we considered relevant to the objectives stated in
rule 17a-5(g) in making the periodic computations c¢f aggregate
indebtedness (or aggregate debits) and net capital under rule 17a-
3(a) (11) and for determining compliance with the exemptive provisions
of rule 15¢3-3. Because the Company does not carry securities accounts
for customers or perform custodial functions relating to customer
securities, we did not review the practices and procedures followed by
the Company in any of the following:

1. Making querterly securities examinations, counts, verifications,
and comparisons and recordation of differences reguired by rule 17a-13

2. Complying with the requirements for prompt payment for
securities under Section 8 of Federal Reserve Regulation T of the
Board of Governors of the Federal Reserve System

3. ° Obtaining and maintaining physical possession or control of all
fully paid and excess margin securities of customer as required by
Rule 15c3-3

The management of the Company is responsible for establishing and
maintaining internal control and the practices and procedures referred
to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the
expected benefits and related costs of controls and of the practices
and procedures referred to in the preceding paragraph and to assess
whether those practices and procedures can be expected to achieve the
SEC's above-mentioned objectives. Two of the objectives cof internal
control and the practices and procedures are to provide management
with reascnable but not absolute assurance that assets for which the
Company has responsibility are safeguarded against loss from
unauthorized use or disposition and that transactions are executed in
accordance with management's authorization and recorded properly to
permit the preparation of financial statements in conformity with
generally accepted accounting principles. Rule 17a-5(g) lists

MEMBER OF THE AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS



additional objectives of the practices and procedures listed in the
preceding paragraph.

Because of inherent limitations in internal control or the practices
and procedures referred to above, error or fraud may cccur and not be
detected. Alsc, projection of any evaluation of them to future periods
is subject to the risk that they may become inadeguate because of
changes in conditions or that the effectiveness of their design and
operation may deteriorate.

Qur consideration of internal control would not necessarily disclose
all matters in internal control that might be material weaknesses
under standards established by the American Institute of Certified
Public Accountants. A material weakness is a condition in which the
design or operation of one or more of the internal control components
does not reduce to a relatively low level the risk that misstatements
caused by error or fraud in amounts that would be material in relation
to the financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of
performing their assigned functions. However, we noted no matters
involving internal control, including contrcl activities for
safequarding securities, that we consider to be material weaknesses as
defined above.

We understand that practices and procedures that accomplish the
objectives referred to in the second paragraph of this repcrt are
considered by the SEC to be.adequate for its purposes in accordance
with the Securities Exchange Act of 1834 and related regulations, and
that practices and procedures that do not accomplish such objectives
in all material respects indicate a material inadequacy for such
purposes. Based on this understanding and on our study, we believe
that the Company's practices and procedures were adequate at December
31, 20X4, to meet the SEC's objectives.

This report 1s intended soclely for the information and use of the
Board of Directors, management, the SEC, National Association of
Securities Dealers, and other regulatory agencies that rely on rule
17a-5(g) under the Securities Exchange Act of 1934 in their regulation
of registered brokers and dealers, and is not intended to be and
should not be used by anyone other than these specified parties.

At # Lieswcidis, Pc.

Mendus & Associates, P.C.
February 28, 2006



